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Analysis of Building-and-Loan Statements
By John W. Ballard

Analysis of building-and-loan statements has not received great
attention in the past. Accounting systems were installed by
local accountants, many of whom were not familiar with buildingand-loan procedure and practice. Some good systems were
developed, and then again some poor systems have resulted.
Many times the laxity, on the part of the management, has been
chiefly responsible for the failure to provide good, sound account
ing records.
With the introduction of federal savings-and-loan associations,
an insurance of accounts by the federal savings and loan insur
ance corporation, new thought has been given to accounting pro
cedure. Many associations have improved their systems, but, at
present, there is no method by which a comparison of each period’s
business can be made, except through the ordinary profit-andloss statement and the balance-sheet. These show a comparison
in dollars and cents only. Therefore, a brief analysis summary for
building-and-loan associations has been prepared. It is realized
that many changes in the analysis probably can and will be made
but it is felt that both accountants and the associations can make
much progress by using it each time the books are closed. The
proposed analysis should be set up to show the following:
First, assets. Formerly, building-and-loan associations took
the total figure from the asset side of their balance-sheets and
called this their assets. However, they also listed on their
liability side definite reserves which had been allocated to assets in
the balance-sheet. For instance, reserve for depreciation of
office building, reserve for depreciation of furniture and fixtures
and reserve for delinquent interest are specific reserves. These
items should be deducted from the total assets shown in the
balance-sheet, in order to determine the true assets of the associa
tion. General reserves should not be deducted. There is ques
tion as to the reserve for real estate, which most associations now
carry. Unless that reserve has been set up by determining the
exact amount of depreciation on each piece of property, it is a
general, rather than a specific, reserve and should not be deducted
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from the total assets. The figure for assets will then be used as a
basis for many other percentages.
Second. The percentage of general reserves to assets and the
percentage of undivided profits to assets should be determined.
These two, when added together, show the additional equity of
the shareholders in the association.
The third percentage, and one in which every association
should be vitally interested at the present time, is the percentage
of its fixed assets and slow assets to its total assets. This should
be subdivided as follows:
(a) Investment in fixed assets such as office building and furni
ture and fixtures to total assets. Inasmuch as the specific reserves
have been deducted in determining the assets of the association,
so should the specific reserves be deducted in determining the net
amount of office building and of furniture and fixtures.
(b) Real estate to total assets. Real estate should include not
only the item shown as real estate, but also real estate subject to
redemption. This percentage, each period, will show a very in
teresting trend. The amount of taxes due on real estate should
be shown as a sub-item with this.
(c) Other slow assets, such as real-estate contracts and loan-inlitigation to total assets.
(d) Delinquent loans to total assets. While the analysis of
delinquent loans involves considerable detailed work, the associa
tion can profit materially by doing it.
Section 24 of the rules and regulations for federal savings-andloan associations defines definitely what delinquent loans are.
It states that

(a) any loan on which the interest is less than six months past
due, and upon which not more than 5% of the unpaid
balance is due for insurance, taxes, etc., is a current loan,
(b) any loan on which the unpaid balance, as defined below, is
less than 50% of the original appraisal, is a current loan,
(c) any reformed or refinanced loan is to be treated as a current
loan if the unpaid balance is less than 75% of the original
loan.
(d) All other loans are delinquent loans.
Unpaid balance should include the amount of interest due on
the loan, the amount of taxes and insurance advanced, as well as
taxes and insurance due, and other items which might be a charge
against the loan. It should not include delinquent dues. The
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total unpaid balance, as defined above, should also be compared
as a percentage figure to (1) the amount of the original loans,
(2) the original appraisal of these Ioans. Original appraisal
means the amount at which the property was valued at the time
the loan was first made, unless subsequent improvements have
been made upon the property.
A fourth item is the percentage of creditor liability to shares.
Creditor liability includes all borrowed money, advances from the
federal home loan bank, amounts due borrowers and, in some
states, matured shares.
Fifth. A comparison should be made of the deposits (if
accepted) to the total invested capital, which is the sum of all
deposits and all shares.
Sixth. Some states issue investment certificates which have a
fixed maturity or rate. A comparison of these items to the
permanent non-withdrawable capital should be shown.
Seventh. Some states allow associations to accrue the interest
due on Ioans. Others can report only the amount actually
collected. It is interesting, however, to determine the percentage
of interest actually collected to interest earned. Interest earned
can be determined by taking the loans at the beginning of the
period, adding the loans at the end of the period and dividing
by two. This shows the average amount of loans outstanding
during the period, which should be multiplied by the aver
age rate of interest charged on loans. The amount of in
terest actually collected, in cash or bonds, should then be
compared with the average amount the association should have
earned.
Eighth, the percentage of operating profit as shown by the
profit-and-loss statement to invested capital. To determine the
invested capital of an association, one should add together the
amount of all classes of shares, including permanent and guarantee
stock, if any, certificates of indebtedness, deposits and savings
accounts, either with or without definite maturity or rate, both at
the beginning and at the end of the period, and divide this by
two, which will give the average invested capital of the association.
The operating profit should be the total income less the operating
expenses and the amount of depreciation charged off on specific
items. Operating expenses should not include interest payments
on deposits, transfers to the dividend reserve or any other legal
reserve.
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Ninth, the percentage of ordinary operating profit to invested
capital. Invested capital is the same as that outlined under the
eighth ratio, but the ordinary operating profit should be the
amount of the operating profit listed in the eighth ratio, excluding
non-recurring items both as to income and expense, capital gains
and losses or any other item which would not normally appear in
the profit-and-loss statement.
Tenth, the estimated percentage of ordinary operating expense
to assets. The asset item should be the same as that determined
in No. 1. In determining the normal operating expense one should
not include non-recurring items, capital losses, transfers to re
serves, dividends, interest on certificates, interest on deposits,
real-estate depreciation or any other item of a like nature. De
preciation on specific assets should be included, however, because
it is a regular expense.
Eleventh. Each building-and-loan association, with the as
sistance of its accountant, should prepare a budget for the en
suing year. Too many associations operate on the “hit or miss”
system. This is no reflection upon the association, but it does
seem as if much of the picture could be foreseen if a budget were
prepared in advance instead of waiting until the end of the year
and then finding out what had happened. Regular comparisons
should be made by the association or the accountant as to actual
expenses as compared with the budget.
At present no statistics are available to determine what the
standard percentages of the above ratios should be. It is hoped,
however, that as time goes on a number of these ratios may be
summarized and an average secured. In that way, it would be
possible to determine the trend of each association compared
with the average of associations of the country.
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